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AUDITOR-GENERAL 
SOUTH AFRICA 


REPORT OF THE AUDITOR-GENERAL TO THE NORTH WEST PROVINCIAL LEGISLATURE 

AND THE COUNCIL ON MADIBENG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of Madibeng Local Municipality, 
which comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes in net assets and cash flows for the year then 
ended and a summary of significant accounting policies and other explanatory information, as 
set out on pages [XX] to [XX], 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division 
of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA). This responsibility 
includes: designing, implementing and maintaining internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether 
due to fraud or error; selecting and applying appropriate accounting policies; and making 
accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act No. 
108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) my responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the International Standards on Auditing and General 
Notice 1111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Because of 
the matters described in the basis for disclaimer of opinion paragraphs, however, I was not 
able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Corresponding figures 

4. All the matters giving rise to the prior year’s qualifications remain unresolved thus I was unable 
to determine the completeness, existence, valuation and allocation, rights and obligations and 
presentation and disclosure of the corresponding figures for net assets of R834 070 332, non- 
current liabilities of R100 384 423, current liabilities of R656 464 528, non-current assets of 
R1 444 065 915 and current assets of R146 853 368 disclosed in the statement of financial 
position. The municipality did not meet the disclosure requirements of SA Standards of GRAP, 
GRAP 3, Accounting Policies, Changes in Accounting Estimates and Errors, paragraphs 41 to 
49, in instances where prior year balances were restated. 

Property, plant and equipment 

5. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
existence, rights, valuation and allocation and compliance of property, plant and equipment of 
R1 438 585 653 (2009: R1 386 951 833) including depreciation of R39 460 596 
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(2009: R38 661 639) disclosed in note 7 to the financial statements. Alternative procedures 
indicated a difference of R17 376 588 between the register and the financial statements, 
completed capital projects of R96 840 579 (2009: R22 600 604) which should have been 
capitalised, a lack of detail as required by Standards of Generally Recognised Accounting 
Practice, GRAP17, Property, plant and equipment paragraph 53 to depreciate each item 
separately and a lack of review of residual values. The municipality’s system and records did 
not permit the performance of further alternative audit procedures. 

Long-term receivables 

6. SA Standards of GRAP, IAS 39, Financial Instruments: Recognition and Measurement 
requires an assessment of the impairment of debtors. Housing debtors who did not make any 
payments in terms of their contractual agreement is indicative that these debtors might be 
impaired. No provision was however made, therefore long-term debtors are overstated by an 
unknown amount. Furthermore, I was unable to obtain sufficient appropriate audit evidence to 
re-perform the calculation of the short-term portion of long-term debtors. The municipality’s 
system did not permit the application of alternative audit procedures and I could not 
practicably determine the resulting misstatement in long term receivables. Consequently, I 
was unable to determine the completeness, existence, rights, valuation and allocation and 
compliance of long-term receivables of R12 286 046 (2009: R12 457 849) disclosed in note 3 
to the financial statements. 

Consumer debtors 

7. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
existence, rights, valuation and allocation and compliance of consumer debtors of 

R114 796 073 (2009: R126 071 978) disclosed in note 5 to the financial statements. The 
municipality’s records did not permit the application of alternative audit procedures. 

Cash and Cash equivalents 

8. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
valuation and allocation of the bank overdraft of R569 002 (2009: R1 627 409) disclosed in 
note 6 to the financial statements. The municipality’s records did not permit the application of 
alternative audit procedures. 

Accumulated deficit and reserves 

9. I was unable to obtain sufficient appropriate audit evidence for adjustments of R167 491 699 
(2009: R1 689 707 386) included in the accumulated deficit of R30 866 559 (2009: surplus of 
R23 061 753) as per the statement of financial position. The municipality’s system did not 
permit the application of alternative audit procedures. Consequently, I could not determine the 
existence, completeness, valuation and allocation, rights and compliance of the accumulated 
deficit disclosed in the statement of financial position and the statement of changes in net 
assets. 

10. I was unable to obtain sufficient appropriate audit evidence for the capitalisation reserve of 
R211 860 315 (2009: R222 224 166) disclosed in the statement of changes in net assets and 
the statement of financial position. The municipality’s system did permit the application of 
alternative audit procedures. Consequently, I could not determine the existence, 
completeness, valuation and allocation, rights and obligations of the capitalisation reserve. 

11. I was unable to obtain sufficient appropriate audit evidence for the government grant reserve 
of R645 281 408 (2009: R588 784 414) disclosed in the statement of changes in net assets 
and the statement of financial position. The municipality’s system did not permit the application 
of alternative audit procedures. Consequently, I could not determine the existence, 
completeness, valuation and allocation, rights and obligations of the government grant 
reserve. 
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Provisions 


12. SA Standards of GRAP, GRAP 19, Provisions, Contingent Liabilities and Contingent Assets 
require that a provision be recognised when an entity has a present obligation for an outflow of 
economic resources that can be reliably estimated. I was unable to obtain sufficient 
appropriate audit evidence to support the provision of R4 000 000 to restore the landfill sites 
included in provisions of R70 806 893 (2009: R59 068 893), as per note 16 to the financial 
statements. It was not possible to perform alternative procedures due to the high level of 
specialised information required to make such estimation. Consequently I was unable to 
determine the existence, valuation and allocation, obligation, completeness and compliance of 
the provision to restore landfill sites. 

Trade and other payables 

13. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
existence, valuation and allocation and obligations of creditors of R288 506 375 

(2009: R216 501 157) disclosed in note 11 to the financial statements. The municipality’s 
records did not permit the application of alternative audit procedures. 

Value Added Tax (VAT) 

14. I was unable to determine the completeness, valuation and allocation of the VAT receivable of 
R2 349 606 (2009: VAT liability of R24 575 626) due to the municipality’s inability to provide 
sufficient appropriate audit evidence to explain the difference of R24 748 133 

(2009: R5 193 908) between the VAT 201 returns and the amount disclosed in note 9 to the 
financial statements. 

Other financial liabilities 

15. The municipality was unable to provide sufficient appropriate audit evidence to explain the 
difference of R29 441 220 between the general ledger and the amount disclosed in note 10 to 
the financial statements. The municipality’s system did not permit the application of alternative 
audit procedures. Consequently, I was unable to determine the completeness, existence, 
valuation and allocation and obligation of other financial liabilities of R475 972 825 disclosed in 
note 10 to the financial statements. 

16. The municipality did not disclose the subsequent event of the settlement agreement entered 
into between the municipality and the Public Investment Corporation regarding the repayment 
of the liability, resulting in the over statement of the current portion by R420 112 285 and a 
understatement in the non-current portion by the same amount. Consequently I was unable to 
determine the completeness and valuation of the other financial liabilities of R475 972 825 
disclosed in note 10. 

Revenue 

17. I was unable to obtain sufficient appropriate audit evidence to determine the occurrence, 
completeness, accuracy and classification of grants and subsidies of R9 034 697 

(2009: R288 903 884), property rates of R129 035 519 (2009: R107 770 634), service charges 
of R320 731 544 (2009: R258 959 338), other income of R15 063 920 (2009: R10 932 897), 
income from agency services of R7 427 565, fines of R801 053 and rental of facilities and 
equipment of R974 704 included in revenue of R808 826 337 disclosed in the statement of 
financial performance. The municipality’s system did not permit the application of alternative 
audit procedures. 

Expenditure 

18. I was unable to obtain sufficient appropriate audit evidence to determine the occurrence, 
accuracy, classification, cut-off and completeness of expenditure of R65 142 568 

(2009: R238 192 943) included in total expenditure of R832 971 836 (2009: R727 879 527) as 
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per the statement of financial performance. The municipality’s records did not permit the 
application of alternative procedures. 

19. I was unable to obtain sufficient appropriate audit evidence for journals of R230 580 202 
(2009: R155 570 547) processed during the year. These journals were processed across all 
account balances. The municipality’s records did not permit the application of alternative 
procedures regarding these journals. I was unable to determine the effect of this limitation on 
the other account balances or classes of transactions contained in the financial statements. 

Contingent Liabilities 

20. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
valuation and allocation of contingent liabilities of R18 053 332 (2009: R25 083 088) disclosed 
in note 38 to the financial statements. Alternative procedures indicated possible claims against 
the municipality due to a lack of maintenance of pump stations leading to sewerage spillages 
in the Madibeng area. The municipality’s system did not permit the application of further audit 
procedures therefore the resulting misstatement in contingent liabilities could not practicably 
determined. 

Commitments 

21. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
existence, valuation and allocation and obligations of approved and contracted for as well as 
approved but not yet contracted for commitments of R170 336 224 (2009: R221 878 779) and 
R51 954 122 (2009: R114 970 297) respectively, included in commitments of R222 290 346 
(2009: R336 849 076) as per note 37 to the financial statements. The municipality’s records 
did not permit the application of alternative procedures. 

Unauthorised expenditure 

22. The municipality exceeded its approved expenditure budget with R832 971 836 (2009: 

R135 344 511). The municipality however only disclosed unauthorised expenditure of 
R54 960 635 in note 44 to the financial statements, resulting in unauthorised expenditure 
being understated by R778 011 201 (2009: R70 755 283). 

Irregular expenditure 

23. Section 125(d)(i) of the MFMA requires the municipality to include in the notes to the financial 
statements particulars of any material irregular expenditure incurred during the year. Contrary 
to this requirement no irregular expenditure was disclosed in the notes to the financial 
statements and I was unable to obtain sufficient appropriate audit evidence to determine the 
extent of irregular expenditure. Alternative procedures indicated the existence of irregular 
expenditure of R148 776 495 (2009: R17 428 377) due to non compliance with supply chain 
management regulations. The municipality’s system did not permit the performance of further 
alternative audit procedures. Consequently, I was unable to satisfy myself as to the 
completeness, existence, valuation and allocation, rights and obligations and presentation and 
disclosure of irregular expenditure and the misstatement could not be practicably determined. 

Fruitless and wasteful expenditure 

24. Section 125(d)(i) of the MFMA requires the municipality to include in the notes to the financial 
statements particulars of any material fruitless and wasteful expenditure incurred during the 
year.. Contrary to this requirement no fruitless and wasteful expenditure was disclosed in the 
notes to the financial statements and I was unable to obtain sufficient appropriate audit 
evidence to determine the extent of fruitless and wasteful expenditure. Alternative procedures 
indicated the existence of fruitless and wasteful expenditure due to payment of penalties and 
interest and payments made to consultants notwithstanding poor quality services. The 
municipality’s system did not permit the performance of further alternative audit procedures. 
Consequently, I was unable to satisfy myself as to the completeness, existence, valuation and 
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allocation, rights and obligations and presentation and disclosure of fruitless and wasteful 
expenditure and the misstatement could not be practicably determined. 

Related parties 

25. SA Standards of GRAP, IPSAS 20, Related Party Disclosures requires the disclosure of the 
nature of related party relationships. Contrary to these requirements, the types of transactions 
and the elements of the transactions necessary to clarify the significance of these transactions 
to its operations, sufficient to enable the financial statements to provide relevant and reliable 
information for decision-making and accountability purposes, were not disclosed in the notes 
to the financial statements. 

Disclaimer of opinion 

26. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matter 

27. I draw attention to the matter below. My opinion is not modified in respect of the matter: 

Going concern 

28. As disclosed in note 10 to the financial statements, the Madibeng Local Municipality currently 
owes R475 972 825 to the Public Investment Corporation, DBSA and INCA. As this liability 
forms part of the current liabilities it is indicative that there is a material uncertainty that may 
cast significant doubt on the entity’s ability to continue as a going concern. In addition I noted 
that the municipality prepares cheques in advance for future payments without presenting it to 
the relevant suppliers. This poses a significant uncertainty on the ability of the municipality to 
continue as a going concern as the municipality might be unable to meet its short term debts. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

29. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on material 
non-compliance with laws and regulations applicable to the municipality. 

Predetermined objectives 

30. I was unable to conduct the audit of performance against predetermined objectives as the 
municipality did not submit the annual performance report for audit as required by section 46 
of the MSA and section 121(3)(c) of the MFMA. 

Compliance with laws and regulations 

Strategic planning and performance management 

31. The municipality did not implement a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players as required by sections 38, 39, 40 and 41 of 
the Municipal Systems Act (MSA) and Municipal Planning and Performance Management 
Regulations 7 and 8. 

Budgets 

32. Contrary to section 15 of the MFMA, the municipality incurred expenditure in excess of the 
limits of the amounts provided for in the approved budget, . 
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Annual financial statements, performance and annual reports 

33. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a disclaimer of audit opinion. 

34. The accounting officer did not submit the annual financial statements of the municipality for 
auditing within two months after the end of the financial year as required by section 126(l)(a) 
of the MFMA. 

Procurement and contract management 

35. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers as required by SCM regulation 17(a) & (c). 

36. A database of accredited prospective providers was not in place for procuring goods and 
services through quotations as required by SCM regulation 14(l)(a). 

Expenditure management 

37. Money owed by the municipality was not always paid within 30 days of receiving an invoice or 
statement, as required by section 65(2)(e) of the MFMA. 

38. The accounting officer did not take reasonable steps to prevent unauthorised expenditure, 
irregular expenditure and fruitless and wasteful expenditure, as required by section 62(l)(d) of 
the MFMA. 

Revenue management 

39. A credit control and debt collection policy was not implemented as required by section 96(b) of 
the MSA. 

40. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which accounted for 
debtors, as required by section 64(2)(e) of the MFMA. 

Asset management 

41. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which accounts for the 
assets of the municipality, as required by section 63(2)(a) of the MFMA. 

INTERNAL CONTROL 

42. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to my 
audit, but not for the purpose of expressing an opinion on the effectiveness of internal control. 
The matters reported below are limited to the significant deficiencies that resulted in the basis 
for disclaimer of opinion, the findings on the annual performance report and the findings on 
compliance with laws and regulations included in this report. 

Leadership 

43. Sound integrity and ethical values to promote a culture of honesty, with ethical business 
practices and good governance, protecting and enhancing the best interests of the entity is not 
understood or implemented in order to set the standard of conduct for financial and 
performance reporting, and to ensure compliance with legislation. 

44. Adequate oversight responsibility regarding financial and performance reporting and 
compliance and related internal controls are not exercised. 
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45. Effective HR management is not implemented, to ensure that adequate and sufficiently skilled 
resources are in place and that performance is monitored. Personnel are not aware of the 
allocation of duties, responsibilities and lines of reporting. Key officials are not available 
throughout the audit process. An effective organisational structure that places people with 
appropriate skills is not established. 

46. Actions are not taken to address risks relating to the achievement of complete and accurate 
financial and performance reporting and internal and external audit findings are not addressed. 

Financial and performance management 

47. Adequate controls over daily and monthly processing and reconciling of transactions do not 
exist. In addition controls are not designed to prevent and detect unauthorised, fruitless and 
wasteful and irregular expenditure. Furthermore, manual or automated controls are not 
designed to ensure that the transactions occurred, are authorised, and are completely and 
accurately processed. 

48. Accurate and complete financial and performance reports that are supported and evidenced 
by reliable information is not prepared. Numerous errors were noted in the annual financial 
statements submitted for auditing, which indicates that the financial statements were not 
adequately reviewed by management before submitting the final version for auditing. 

49. Management failed to design and implement formal controls to review and monitor compliance 
with applicable laws and regulations. 

Governance 

50. Management failed to implement appropriate risk management activities to ensure that regular 
risk assessments are conducted and that a risk strategy is developed and monitored to 
address the risks. 

OTHER REPORTS 

Investigations 

51. An investigation was conducted by an independent consulting firm on request of the entity. 

The investigation was initiated based on the allegation of possible misappropriation by 
employees of assets that were received from one of the entity’s subcontractors. The 
investigation resulted in criminal proceedings being instituted against the employees. 


Rustenburg 
30 November 2011 
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